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The Honourable Gilles Loiselle, Minister of State (Finance), today announced 
proposals for a far-reaching reform of the legislative and regulatory 
framework governing Canada's federally incorporated financial institutions, 


and tabled legislation in the House of Commons. 


The government's reform will break down barriers among the pillars of the 
financial sector -- banking, insurance and trust and loan companies -- and 
allow financial institutions to compete more directly with each other. Mr. 


Loiselle said the proposals will: 


Benefit consumers by increasing competition and the spectrum of 


services offered by financial institutions; 
Enhance protection for depositors and policyholders; 


4 Strengthen the ability of Canadian financial institutions to compete at 


home and abroad by giving them new opportunities for growth; 


i Lay the groundwork for discussions with the provinces on harmonizing 


the regulation and supervision of financial institutions. 
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"Consumers will find shopping for services more convenient, and will benefit 
from a wider choice of financial products. Consumers will also be protected 


by a strengthened supervisory system," Mr. Loiselle said. 


The reform maintains wide ownership for Schedule I banks, including the six 
largest Canadian banks. This ensures that no one person or group of 
associated persons can own more than 10 per cent of any class of bank 
shares. Large trust, loan and stock insurance companies will be required to 
ensure that at least 35 per cent of their shares are widely held within five 
years. Significant changes in the ownership of financial institutions will 


be subject to approval by the Minister of Finance. 


Financial institutions will be able to diversify by owning institutions 
operating in other segments of the financial services industry. For 
example, banks and insurance companies will be allowed to own trust and 
loan companies; in addition, trust and loan companies and banks will be 
permitted to own insurance companies. ''The proposals set out a framework 
for fair competition that will allow all institutions to participate," Mr. 


Loiselle said. 


Regulation of financial institutions is shared with the provinces. "These 
reforms take into account a number of provincial concerns, and set the stage 
for discussions with the provincial governments on harmonizing regulatory 
regimes. Harmonization will ensure we have efficient national markets to 


support our national economy," Mr. Loiselle said. 


"T will be initiating discussions with the provinces at an early date," the 


Minister said. 


Mr. Loiselle made his announcement in conjunction with tabling the Trust 
and Loan Companies bill in the House of Commons. It is the first of several 
bills that, along with new regulations, will modernize the rules governing 


federal financial institutions. Other bills will include the Bank Act, the 
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Insurance Companies Act and the Cooperative Credit Associations Act and 
related statutes. All of the new statutes are to come into effect on the 


same date. 


Mr. Loiselle said that the government's proposals reflect extensive 
consultations with the industry. "The government has integrated many 
industry views with our analysis of a market that is rapidly changing, 


nationally and internationally. 


"There are competing interests among financial institutions,'' the Minister 
said. 'The proposed reform represents a balance of national, 
federal-provincial, commercial and prudential concerns. It will, as a 
package, serve the public interest well and allow our financial institutions 


to respond to new business opportunities at home and abroad." 


For further information: 


France Amyot Ray Labrosse 
Landon Stewart (613) 992-9214 
(613) 996-3170 


HIGHLIGHTS OF THE PROPOSED. LEGISLATION 
FOR FEDERAL FINANCIAL INSTITUTIONS 


A NEW FRAMEWORK FOR COMPETITION 


Opportunities for Diversification 


Banks, trust and loan companies and insurance companies will be 
allowed to diversify beyond their traditional areas of business by 
owning institutions in other segments of the financial services 
industry, and thus compete more directly with each other. 


With the opportunity to diversify, financial institutions will be 
able to offer consumers a wider choice of products and services. 


The new policy will allow, subject to approval: 

= Banks to own trust and loan companies; 

= Banks and trust and loan companies to own insurance companies; 
: Insurance companies to own trust and loan companies; 


z Any widely-held regulated financial institutions to own 
Schedule II banks. 


Expanded Business Powers 


Trust and loan companies will have the same range of in-house 
powers as banks, including full commercial lending powers (as long 
as they satisfy certain conditions) and full consumer lending 
powers. 


Insurance companies will also have enhanced powers to make 
consumer and commercial loans. 


In general, all federally incorporated financial institutions will 
be allowed to: 


= Offer in-house portfolio management and investment advice; 


= Hold a range of other types of corporations, including 
information services corporations, real property holding and 
brokerage corporations, and specialized financing 
corporations. This will give them broader powers in 
information management and data processing, and allow them to 
provide "merchant banking" type services. 


Networking 


= All institutions will be permitted to network financial services 
offered by affiliates or independent financial institutions, 
except for retailing insurance. 


- Banks and trust and loan companies will be given the power to 
promote goods and services, including insurance, to their credit 
ecard holders. 


Restrictions on Powers to Ensure Fair Competition 


= Federally incorporated financial institutions will not be allowed 
to lease cars or own car leasing companies. 


= Banks and trust and loan companies will be restricted from 
offering most insurance services, and retailing of most insurance 
products in branches of deposit-taking institutions will be 
prohibited. This ensures that insurance will continue to be sold 
by qualified, licensed insurance brokers and agents working 
independently of any deposit-taking institution. 


5 Deposit-taking institutions will be restricted from using personal 
information they have about their customers to target insurance 
marketing, including through mailings. 


OWNERSHIP POLICY 

Ownership Approval Process 

= The policy proposes an approval process for ownership transfers to 
ensure that they are in the best interest of the Canadian 
financial system. 

= The existing authority of the Minister of Finance to approve all 
start-ups of federal financial institutions will be extended to 
approval of significant changes in ownership. 

= In considering whether to approve the purchase of one financial 
institution by another in a similar business, the Minister will 
take into account the size of the buyer and the size of the 
institution being acquired. 

= Large financial institutions that wish to buy an institution in a 
different business will not be automatically excluded. 


Bank Ownership 


i Widely-held ownership will be maintained for Schedule I banks. 


= The Schedule II category of banks will be broadened to include 
banks owned by widely-held regulated financial institutions that 
are not themselves banks. 


Non-Bank Ownership 


- Federal trust, loan and stock insurance companies will retain the 
right to be closely held and, if sold, to be sold on a 
closely-held basis. 


35 per cent rule 


= A federal trust, loan or stock insurance company with $750 million 
or more in consolidated capital will in general be required to 
ensure, within five years, that at least 35 per cent of the 
company's total voting rights are in shares that are widely held 
and listed for public trading in Canada. 


Foreign Ownership 


= The existing Schedule II foreign bank entry guidelines will be 
modified to cover entry by non-resident widely-held regulated 
financial institutions that are not banks. 


PRUDENTIAL SAFEGUARDS 


Together with enhancing the powers and competitiveness of financial 
institutions, the proposed reforms include new prudential measures. These 
will: 


= Implement comprehensive controls on self-dealing transactions 
between a financial institution and persons in positions of 
influence over the institution. 


z Provide the Superintendent of Financial Institutions with new 
powers to require owners and companies controlling a federal 
financial institution to furnish information that would allow the 
Superintendent to better monitor the health of financial 
institutions and anticipate problems. 


= Strengthen the role of company directors and auditors and mandate 
increased reliance on the self-supervision of financial: 
institutions. One third of the directors of a financial 
institution will have to be independent of the institution. A new 
committee of the board with a majority of independent directors 
(the conduct review committee) will be required to monitor 
transactions between a financial institution and its owners. 
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= Require federal financial institutions to put into place 
procedures to manage conflicts of interest, including techniques 
to identify potential conflict situations and to restrict the flow 
of sensitive information. 


BUSINESS-SPECIFIC PROPOSALS 


The policy addresses unique requirements of specific types of financial 
institutions affecting such matters as requiring banks to disclose whose 
products they are selling in networking situations; requiring disclosure of 
service charges by banks; complete modernization of the federal insurance 
and trust statutes; and allowing mutual insurance companies and cooperatives 
broader access to capital. 
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